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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  audit  of  the  Department  of  Public 
Service  Regulation  for  the  years  ended  June  30,  1981  and  June  30, 
1982. 


The  audit  was  conducted  by  G.  Dean  Reed,  CPA  under  a  contract 
between  the  firm  and  our  office.   The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Robert  R.  Ringwpbd 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 


Give  particular  attention  to  the  year  to  which  transactions 
are  recorded  in  the  first  two-three  months  of  each  new 
fiscal  year. 

Agency  Reply  -  Concur.   See  page  18. 


Initiate  a  transfer  of  $229  from  the  Federal  and  Private 
Revenue  Fund  to  repay  the  General  Fund  for  PURPA  expenses 
paid  by  the  General  Fund. 

Agency  Reply  -  Concur.   The  recommended  transfer  has 
now  been  made.   See  page  18. 


Initiate  action  to  clear  long  outstanding  items  from  the 
accounts  receivable-dishonored  checks  account. 

Agency  Reply  -  Concur.   See  page  18. 


Account  for  expenditures  and  revenue  separately  as  opposed 
to  netting  them. 

Agency  Reply  -  Concur.   See  page  19. 


Analyze  the  contracts  and  record  accruals  at  year  end. 
Agency  Reply  -  Concur.   See  page  19. 


Initiate  the  necessary  correcting  adjusting  entries  to 
charge  to  the  Federal  and  Private  Revenue  Fund  tele- 
communications project  expenses  paid  from  the  General  Fund. 

Agency  Reply  -  Concur.   The  recommended  entries  have 
now  been  made.   See  page  19. 


Adjust  the  1982-83  records  to  credit  telecommunication 
project  reimbursements  as  prior  year  revenue  adjustments 
instead  of  as  minus  expenditures. 

Agency  Reply  -  Concur.   The  recommended  entries  have 
now  been  made.   See  page  19. 
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SUMMARY  OF  RECOMMENDATIONS  (continued) 

Page 


Account  for  all  financial  transactions  of  the  Natural  Gas 
Pipeline  Safety  program  in  one  SBAS  responsibility 
center.  10 


Agency  Reply  -  Concur.   See  pages  19-20. 


Implement  procedures  to  insure  that  all  eligible  indirect 

costs  are  reimbursed  from  the  department's  federal  grants.       10 

Agency  Reply  -  Concur.   See  page  20. 
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G.  DEAN  REED 

CERTIFIED  PUBLIC  ACCOUNTANT 

P.O.  BOX  5026  AREA  CODE  406 

HELENA,  MONTANA  59604  TELEPHONE  442^050 


October  19,  1982 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

I  have  examined  the  Combined  Balance  Sheet  of  the  Montana  Department  of 
Public  Service  Regulation  as  of  June  30,  1982,  and  the  related  Combined 
Statements  of  Revenues,  Expenditures,  and  Changes  in  Fund  Balance-Budget 
and  Actual,  for  the  fiscal  years  ended  June  30,  1981,  and  June  30,  1982. 
My  examination  was  made  in  accordance  with  generally  accepted  auditing 
standards.  Standards  for  Audit  of  Governmental  Organizations,  Programs, 
Activities ,  and  Functions  (1981) ,  and  Guidelines  for  Financial  and  Com- 
pliance Audits  of  Federally  Assisted  Programs  (19S0) ,  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  other  auditing  pro- 
cedures as  I  considered  necessary  in  the  circumstances. 

In  my  opinion,  the  financial  statements  referred  to  above  present  fairly 
the  financial  position  of  the  Montana  Department  of  Public  Service 
Regulation  at  June  30,  1982,  and  the  results  of  its  operations  and  the 
changes  in  fund  balances  for  the  two  fiscal  years  then  ended,  in  con- 
formity with  generally  accepted  accounting  principles  which  have  been 
applied  on  a  consistent  basis. 

My  examination  was  made  for  the  purpose  of  forming  an  opinion  on  the 
combined  financial  statements  taken  as  a  whole.   The  accompanying  Schedule 
of  Federal  Grant  Receipts  and  Expenditures  is  presented  for  disclosure 
purposes  as  required  by  Guidelines  for  Financial  and  Compliance  Audits 
of  Federally  Assisted  rro{;rams  and  is  not  a  required  part  of  the  combined 
financial  statements  of  the  Montana  Department  of  Public  Service  Regulation. 
The  schedule  has  been  subjected  to  the  auditing  procedures  applied  in  the 
examination  of  the  combined  financial  statements  and,  in  my  opinion,  is 
fairly  stated  in  all  material  respects  in  relation  to  the  combined  finan- 
cial statements  taken  as  a  whole. 

In  my  opinion,  the  department  complied  with  the  terms  and  provisions  of 
laws  and  regulations  for  the  transactions  tested  that  could  have  mater- 
ially affected  the  department's  financial  statements.   In  connection  with 
my  examination,  nothing  came  to  my  attention  that  caused  me  to  believe 
that  the  department  was  not  in  compliance  with  the  terms  and  provisions  of 
laws  and  regulations  for  those  transactions  not  tested. 
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COMMENTS 

GENERAL 

In  a  report  dated  September  1982,  the  Montana  State  Legislative 
Auditor  issued  a  sunset  audit  report  on  the  Public  Service  Commission 
and  the  Department  of  Public  Service  Regulation.   That  report  delves 
extensively  into  the  department's  operations  and  discusses  several 
areas  where  improvements  can  be  made  in  the  department's  operation. 
As  pointed  out  in  that  report,  it  "did  not  encompass  an  audit  of  the 
commission/department's  financial  transactions  or  overall  compliance 
with  state  laws".   It  is  this  latter  purpose  that  this  current  report 
serves. 

I  performed  a  financial/compliance  audit  of  the  Montana  Department 
of  Public  Service  Regulation  for  the  fiscal  years  ended  June  30,  1981 
and  June  30,  1982.   The  objectives  of  the  audit  were  to:  (1)  determine 
if  the  department's  financial  statements  present  fairly  its  financial 
position  and  results  of  operations  for  the  two  fiscal  years  ended 
June  30,  1982;  (2)  determine  if  the  department  complied  with  applicable 
laws  and  regulations;  and  (3)  make  recommendations  for  improvement  in 
the  management  and  internal  controls  of  the  department. 

The  Department  of  Public  Service  Regulation  was  created  in  its 
present  form  by  the  Executive  Reorganization  Act  of  1971.   The  department 
is  headed  by  five  elected  public  service  commissioners.   One  of  the 
commissioners  is  designated  chairman  by  approval  and  consent  of  a  majority 
of  the  commissioners. 

The  conmiission  is  responsible  for  the  regulation  and  safety  inspection 
of  public  utilities,  motor  carriers,  railroads,  and  pipelines  within  the 
state.   The  commission's  responsibility  is  to  assure  the  consuming  public 
of  safe,  adequate,  and  economical  utility  and  transportation  service  at 
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just  and  reasonable  rates. 

The  department  is  divided  into  four  divisions.   The  Centralized 
Services  Division  performs  the  administrative  support  functions  of  the 
department.   The  Legal  Division  advises  the  commission  in  all  matters 
requiring  a  legal  interpretation  or  opinion.   The  Transportation  Division 
exercises  general  supervisory  control  over  the  activities  of  all  motor 
carriers  and  railroads.   The  Utility  Division  exercises  general  super- 
visory control  over  all  public  utilities. 

The  department  is  currently  authorized  to  have  44  employees,  with 
all  but  five  motor  carrier  enforcement  officers  located  in  Helena. 
The  department  maintains  its  offices  in  a  leased  office  building  in  Helena. 

INTERNAL  CONTROL 


As  part  of  my  examination  I  made  a  study  and  evaluation  of  the 

department's  system  of  internal  accounting  control  to  the  extent  considered 

necessary  to  evaluate  the  system  as  required  by  generally  accepted  auditing 

standards  and  the  standards  for  financial  and  compliance  audits  contained 

in  the  U.S.  General  Accounting  Office  "Standards  for  Audit  of  Governmental 

Organizations,  Programs,  Activities  and  Functions."   For  the  purpose  of 

the  report,  I  have  classified  the  significant  internal  accounting  controls 

in  the  following  categories: 

General 

Cash  Receipts,  Receivables,  and  Revenue 

Cash  Disbursements,  Payables,  and  Expenditures 

Payroll 

Equipment 

Budgetary  Control 

My  study  included  all  of  the  control  categories  listed  above.   The 

purpose  of  my  study  and  evaluation  was  to  determine  the  nature,  timing, 

and  extent  of  the  auditing  procedures  necessary  for  expressing  an  opinion 

on  the  department's  financial  statements.   My  study  and  evaluation  was  more 

limited  than  would  be  necessary  to  express  an  opinion  on  the  system  of 
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internal  accounting  control  taken  as  a  whole  or  on  any  of  the  categories 
of  controls  identified  above. 

The  department's  management  is  responsible  for  establishing  and 
maintaining  a  system  of  internal  accounting  control.   In  fulfilling  this 
responsibility,  estimates  and  judgments  by  management  are  required  to 
assess  the  expected  benefits  and  related  costs  of  control  procedures. 
The  objectives  of  a  system  are  to  provide  management  with  reasonable,  but 
not  absolute,  assurance  that  assets  are  safeguarded  against  loss  from 
unauthorized  use  or  disposition,  and  that  transactions  are  executed  in 
accordance  with  management's  authorization  and  recorded  properly  to  permit 
the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles. 

Because  of  inherent  limitations  in  any  system  of  internal  accounting 
control,  errors  or  irregularities  may  nevertheless  occur  and  not  be  de- 
tected.  Also,  projection  of  any  evaluation  of  the  system  to  future  periods 
is  subject  to  the  risk  that  procedures  may  become  inadequate  because  of 
changes  in  conditions  or  that  the  degree  of  compliance  with  the  procedures 
may  deteriorate. 

My  study  and  evaluation  made  for  the  limited  purpose  described  in  the 
first  paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.   Accordingly,  I  do  not  express  an  opinion  on  the  system  of 
internal  accounting  control  of  the  department  taken  as  a  whole  or  on  any 
of  the  categories  of  controls  identified  in  the  first  paragraph.   However, 
my  tests  disclosed  no  material  weaknesses  in  the  department's  internal 

control. 

This  report  is  intended  solely  for  the  use  of  management  and  the 
legislature  and  should  not  be  used  for  any  other  purpose.   This  restriction 
as  to  use  is  not  intended  to  limit  the  distribution  of  this  document  which. 
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upon  acceptance  by  the  Legislative  Audit  Committee,  is  a  matter  of 
public  record. 

YEAR  END  ACCRU^VLS 

The  state  accounting  system  provides  for  recording  of  unpaid  liabil- 
ities and  certain  uncollected  receivables  at  each  fiscal  year  end.   The 
State's  accounting  records  are  held  open  for  about  three  weeks  each  July 
to  enable  state  agencies  to  accumulate  the  information  needed  to  input 
the  year  end  accruals.   The  system  further  provides  that  if  after  the 
end  of  the  cutoff  period,  it  is  subsequently  determined  that  an  accrual 
item  was  overlooked  or  turns  out  to  be  a  different  amount  than  was  accrued, 
the  amount  of  the  transaction  applicable  to  the  preceding  year  is  to  be 
recorded  as  a  prior  year  adjustment. 

Several  instances  were  noted  for  the  two  years  ended  June  30,  1982, 
where  the  department's  expenditures  and  revenues  were  recorded  as  being 
applicable  to  the  wrong  year.   The  accompanying  financial  statements  have 
been  adjusted  to  show  the  transactions  in  the  correct  year.   In  no  event 
did  the  adjustments  result  in  the  department  exceeding  an  appropriation, 
but  the  frequency  and  substantial  amounts  involved  warrant  bringing  the 
matter  to  the  department's  attention.   It  should  be  noted  that  most  of 
the  instances  were  for  accruals  at  June  30,  1980  and  1981,  and  that  only 
one  amount  in  this  category  was  noted  at  June  30,  1982.   Following  is  a 
list  of  the  amounts  noted  that  do  not  duplicate  amounts  in  the  Legialative 
Auditor's  June  30,  1980  report. 

Item   Amount     Recorded  As    Should  Be 

Pipeline  Safety  Contract  $14,932.50  1980-81  1979-80 

Special  Audit  Contract  21,704.28  1980-81  1979-80 

Duplicating  &  Photocopy  Costs  3,037.29  1981-82  1980-81 

Pipeline  Safety  Expenditures  10,148.00  PY  Rev.  Adj.  1980-81  Exp. 

Telecommunications  Project  Reimb,  925.14  1982-83  1981-82 
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R£COMME?TDATION 

I  recommend  that  the  department's  accounting  personnel  give 
particular  attention  to  the  year  to  which  transactions  are 
recorded  in  the  first  two-three  months  of  each  new  fiscal  year. 

INTERFUND  RECEIVABLE-PAYADLE 

in  July  1981,  a  $229  duplicating  expense  for  the  PURPA  program 
(100%  federally  financed)  was  paid  for  from  the  department's  general 
fund  appropriation.   The  expenditure  was  correctly  charged  to  the 
PURPA  responsibility  center,  and  when  the  program  was  completed,  the 
correct  program  expenditures  were  reported  to  the  Federal  Government 
and  the  correct  balance  was  refunded  to  it.   The  result  is  that  the 
Federal  and  Private  Revenue  Fund  ov/es  the  General  Fund  $229. 

RECOMMENDATION 

I  recommend  that  the  Department  initiate  a  transfer  of  $229  from 
the  Federal  and  Private  Revenue  Fund  to  repay  the  General  Fund 
for  PUPJ'A  expenses  paid  by  the  General  Fund. 

ACCOUNTS  RECEIVABLE-DISHONORED  CHECKS 

Included  in  the  department's  accounts  receivable-dishonored  checks 
are  two  amounts  totaling  $80  that  have  remained  in  the  account  for  over 
V-t   years.   Normally  this  account  should  be  cleared  within  a  short  time. 
Discussion  with  department  personnel  indicates  that  there  is  little 
chance  of  collection  unless  the  parties  apply  for  a  department-issued 
permit,  etc.  in  the  future.   This  potential  event  can  be  covered  by 
inserting  a  note  in  the  permit  file.   In  any  event,  if  the  department 
determines  that  the  amounts  are  not  likely  to  be  recovered,  they  should 
be  removed  from  the  accounts  receivable  account. 
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RECOMMENDATION 

I  reccmmend  that  the  department  initiate  action  to  clear  long  out- 
standing items  from  its  accounts  receivable-dishonored  checks 
account. 

ACCOUNTING  FOR  TELECOMMUNICATIONS  PROJECT 

Late  in  the  1981-82  fiscal  year,  the  department,  together  with  com- 
parable agencies  in  several  other  states,  entered  into  contracts  with 
consultants  to  represent  the  states  in  a  national  teleconmunications 
case.   To  finance  the  department's  share  of  the  project  cost,  the  de- 
partment entered  into  a  contract  with  another  Montana  state  agency  to 
reimburse  the  department  up  to  $10,000.   A  budget  amendment  was  approved 
for  $10,000.   A  responsibility  center  was  established  in  the  department's 
account  in  the  Federal  and  Private  Revenue  Fund.   From  that  point  forward, 
the  department's  accounting  for  the  project  leaves  room  for  improvement. 

The  department  incurred  $9,057  in  project  costs  by  June  30,  1982, 
and  accordingly  had  revenue  of  the  same  amount.   The  Statewide  Budgeting 
and  Accounting  System  (SBAS)  summary  reports  show  no  expenditures  or 
revenue  for  the  project.   The  reason  for  this  is  that  the  department 
netted  reimbursements  it  received  against  the  disbursements  made  thus 
showing  zero  transactions  in  the  summary  reports.   The  department  had 
disbursed  and  received  reimbursements  totaling  $4,727  for  the  project  by 
June  30,  1982. 

Excluded  from  the  year  end  accruals  (both  liabilities  and  receivables) 
was  $4,330  in  project  expenditures  incurred  but  not  paid  by  June  30,  1982, 
Of  this  amount,  $1,255  was  paid  by  September  27,  1982,  and  when  it  was  paid, 
it  was  correctly  coded  as  prior  yeex   expenditure  adjustments,  but  was  paid 
from  the  General  Fund  rather  than  from  the  Federal  and  Private  Revenue  Fund. 
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By  September  27,  1982,  the  department  had  received  reimbursement  for 
the  $1,255  referred  to  above.   The  department  recorded  $330  of  the  reim- 
bursement as  a  minus  prior  j'ear  expenditure  adjustment  in  the  General 
Fund  rather  than  as  a  prior  year  revenue  adjustment  in  the  Federal  and 
Private  Revenue  Fund.   Finally,  the  department  recorded  the  remaining 
$925  reimbursement  as  a  1982-83  minus  expenditure  in  the  Federal  and 
Private  Revenue  Fund  rather  than  as  a  prior  year  revenue  adjustment. 

The  accompanying  financial  statements  have  been  adjusted  to  show 
the  correct  transactions. 
RECOMMENDATION 

I  recommend  that  the  department,  in  accounting  for  the  telecommun- 
ications project: 

(1)  Account  for  expenditures  and  revenue  separately  as  opposed 
to  netting  them. 

(2)  Analyze  the  contracts  and  record  accruals  at  year  end  in 
similar  future  situations. 

(3)  Initiate  the  necessary  correcting  adjusting  entries  to  charge 
to  the  Federal  and  Private  Revenue  Fund  project  expenses  paid 
from  the  General  Fund. 

(4)  Adjust  the  1982-83  records  to  credit  the  reimbursements 
received  as  prior  year  revenue  adjustments  instead  of  as 
minus  expenditures. 

ACCOUNTING  FOR  NATURAL  GAS  PIPELINE  SAFETY  PROGRAM 

The  Legislative  Auditor's  audit  report  of  the  department  for  the  two 
fiscal  years  ended  June  30,  1980,  included  a  discussion  and  recommendation 
relating  to  accounting  for  the  Natural  Gas  Pipeline  Safety  program.   The 
main  problem  discussed  in  the  Legislative  Auditor's  report  (recognition 
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of  grant  costs  and  revenue  in  the  proper  funds  and  fiscal  years)  had  been 
corrected  by  June  30,  1982.   However,  accounting  for  the  program  can  still 
be  improved. 

The  program  is  on-going  and  50%  of  the  program  budget  (or  cost,  which- 
ever is  lower)  is  financed  by  federal  Department  of  Transportation  grants 
on  a  reimbursable  basis.   The  remaining  50%  (and  any  excess  over  the  pro- 
gram budget)  is  paid  from  the  State  General  Fund. 

The  department's  current  procedures  are  to  initially  pay  the  program 
costs  from  the  General  Fund  using  its  Statewide  Budgeting  and  Accounting 
System  (SBAS)  responsibility  center  (RC)  number  1,  which  is  its  cost  center 
for  the  department's  general  operations.   A  department  employee  manually 
maintains  a  record  of  the  program  costs,  and  semiannually  bills  the  Federal 
Government  for  its  50%  share  of  costs.   Upon  receipt  of  the  federal  payment, 
it  is  credited  as  revenue  to  the  department's  Federal  and  Private  Revenue 
Fund  account,  RC  number  5.   Expenditures  equal  to  the  federal  reimbursement 
are  then  transferred  from  the  General  Fund  (RC  1)  to  the  Federal  and  Pri- 
vate Revenue  Fund  (RC  5).   The  net  result  is  correct,  except  that  the  full 
program  cost  is  not  readily  displayed  by  SBAS  reports.   The  federal  50% 
share  is  shown  in  RC  5  but  the  State's  50%  is  "buried"  in  the  volume  of  RC  1. 

A  better  method  would  be  to  recode  RC  5  to  be  a  multi-fund  respon- 
sibility center,  allocating  part  of  the  department's  General  Fund  approp- 
riation to  the  center,  and  paying  the  initial  direct  costs  from  RC  5,  General 
Fund  appropriation.   IvThen  the  federal  billing  is  prepared  and  indirect  costs 
are  known,  the  indirect  costs  would  be  transferred  from  RC  1  to  RC  5.   tvhen 
the  federal  reimbursement  is  received,  it  v/ould  be  deposited  to  RC  5  the 
same  as  is  done  now.   The  transfer  of  the  federal  share  of  costs  would  then 
be  made  from  the  General  Fund  to  the  Federal  and  Private  Revenue  Fund,  the 
only  difference  being  that  it  would  all  be  done  in  RC  5.   If  the  fiscal 
year  end  were  to  come  before  the  federal  reimbursement  is  received,  the 


costs  could  be  transferred  with  an  interfund  receivable/payable  rather 
than  cash.   This  approach  would  enable  SBAS  reports  to  shov?  the  full 
accounting  for  the  Natural  Gas  Pipeline  Safety  program  in  responsibility 
center  number  5. 

RECOMMENDATION 

I  recommend  that  the  department  account  for  all  the  financial 
transactions  of  the  Natural  Gas  Pipeline  Safety  program  in  one 
SBAS  responsibility  center. 

INDIRECT  COST  REIMBURSEMENTS 

The  Legislative  Auditor's  audit  report  on  the  department  for  the  two 
fiscal  years  ended  June  30,  1980,  pointed  out  that  the  department  v;as  not 
recovering  indirect  costs  on  the  department's  Public  Utility  Regulatory 
Policy  Act  (PURPA)  federal  grant.   This  grant  was  completed  December  31, 
1981,  and  the  department  reimbursed  the  Federal  Government  for  the  un- 
expended balance  of  the  grant  in  May  1982,  without  assessing  indirect 
costs  to  the  program.   As  a  result,  the  State  General  Fund  paid  for  some 
program  costs  that  could  have  been  reimbursed  from  the  federal  grant. 

In  addition,  for  the  Natural  Gas  Pipeline  Safety  program  (financed 
50%  by  federal  grants),  the  department  charges  indirect  departmental 
costs  to  the  program  but  does  not  charge  statewide  cost  allocation  plan 
costs  to  the  program.   Accordingly,  in  any  year  in  which  the  full  program 
budget  is  not  used,  the  State  General  Fund  pays  some  program  costs  that 
can  be  reimbursed  from  the  federal  grant. 

RECOMMENDATION 

I  recommend  that  the  department  implement  procedures  to  insure  that 
all  eligible  indirect  costs  are  reimbursed  from  the  department's 
federal  grants. 
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PRIOR  AUDIT  RECOMMENDATIONS 

The  last  previous  financial/compliance  audit  of  the  department  was 
the  Legislative  Auditor's  audit  for  the  two  fiscal  years  ended  June  30, 
1980.   The  report  resulting  from  that  audit  contained  five  recommendations. 

The  department  has  implemented  three  of  the  recommendations.   One  of 
the  recommendations  (relating  to  indirect  costs)  was  not  implemented  and 
is  discussed  in  the  preceding  section  of  these  comments.   On  the  fifth 
recommendation  (relating  to  complying  with  railroad  regulation  statutes), 
the  department  has  initiated  action  by  including  in  its  1983  budget  pro- 
posal a  request  for  a  new  position  to  work  on  the  program.   In  addition, 
the  Legislative  Auditor's  sunset  audit  report  states  that  the  department 
should  seek  a  statutory  change  to  make  state  railroad  inspections  optional 
rather  than  required. 

FINAL  COMME^nS 

I  would  like  to  thank  the  commissioners,  department  executive 
director,  and  staff  for  their  cooperation  and  assistance  provided  during 
the  audit. 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

COMBINED  BALANCE  SHEET 

ALL  FUNDS  AND  ACCOUNT  GROUP 

June  30,  1982 


GOVERNMENTAL  FUND  TYPES 


ACCOUNT  GROUP 


ASSETS 

Cash  in  State  Treasury 

Accounts  Receivable 

Due  from  Other  Funds 

Equipment 

Amount  Available  to  Pay  Accrued 
Expenditures  and  Accounts  Payable 

Total  Assets 

LIABILITIES  AND  FUND  EQUITY 
Liabilities: 

Accounts  Payable 

Accrued  Expenditures 

Due  to  Other  Funds 

Due  to  Consolidated  Entity 
Total  Liabilities 
Investment  in  General  Fixed  Assets 
Fund  Balance 

Total  Liabilities  and  Fund  Equity 


71,359 
$  7A,121 


74,121 


Special 

Revenue  Fund 

Federal 

General 

and  Private 

General 

Fund 

Revenue  Fund 
$    229 

Fixed  Assets 

$ 

$ 

2,533 

7,344 

- 

229 

_ 

. 

$   7,573 


$  64,292 

$   3,014 

7,067 

4,330 

- 

229 

2,762 

_ 

7,573 


125,148 


$   125, 14i 


$  74,121     $   7,573 


125,148 


$   125,14 


See  Accompanying  Notes  to  Financial  Statements. 
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DEPARTl'IENT  OF  PUBLIC  SERVICE  REGULATION 
NOTES  TO  FINANCIAL  STATEMENTS 
Two  Fiscal  Years  Ended  June  30,  1982 


1,   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

A.  Basis  of  Accounting 

The  accounts  of  the  State  of  Montana  are  maintained,  and  the 
accompanying  financial  statements  have  been  prepared,  utilizing 
the  modified  accrual  basis  of  accounting.   Under  the  modified 
accrual  basis  of  accounting,  expenditures  are  recorded  when  a 
legal  liability  exists.   Revenues  are  recorded  when  received  in 
cash  unless  susceptible  to  accrual.   Revenues  are  susceptible  to 
accrual  if  (1)  they  are  measurable  and  available  to  finance 
expenditures  of  the  fiscal  period,  or  (2)  are  material  in  amount 
and  are  not  received  at  the  normal  time  of  receipt. 

B.  Fund  Types 

The  State's  accounts  are  organized  by  a  fund  structure  as  outlined 
in  section  17-2-102,  MCA.   For  financial  presentation,  these  funds 
are  classified  according  to  the  National  Council  on  Governmental 
Accounting  (NCGA) ,  Governmental  Accounting  and  Financial  Reporting 
Principles  Statement  1,  as  follows: 

Governmental  Funds 

The  General  Fund  -  Used  to  account  for  all  moneys,  except 
those  moneys  required  to  be  accounted  for  in  another  fund. 
General  fund  moneys  deposited  in  the  state  treasury  are 
available  to  defray  the  costs  of  state  government. 

Special  Revenue  Funds  -  Used  to  account  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to  expen- 
ditures for  specified  purposes.   Special  revenue  funds  include 
the  Federal  and  Private  Revenue  Fund. 

C.  Inventories 


Supplies  are  expensed  at  the  time  of  purchase. 

D.  Vacation  and  Sick  Leave 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when 
paid.   Permanent  employees  are  allowed  to  accumulate  and  carryover 
into  90  days  of  a  new  calendar  year  a  maximum  of  tv;o  times  their 
annual  accumulation  of  vacation.   Upon  termination,  qualifying 
employees  having  unused  accumulated  vacation  and  sick  leave  receive 
100  percent  pa>Ti:ent  for  vacation  and  25  percent  payment  for  sick 
leave.   The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1981  and  1982,  is  maintained  on 
an  hourly  basis  rather  than  by  dollar  amount.   The  monetary  liability 
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is  not  calculated  until  an  employee  terminates. 

RETIREMENT  PLAN 

Department  employees  are  covered  by  the  Public  Employees'  Retire- 
ment System,  a  statewide  contributory  plan  under  which  the  state 
contributes  6.32%  of  an  employee's  gross  wages  and  the  employee 
contributes  6%  of  his  gross  wages.   The  agency  incurred  pension 
costs  of  $42,940  during  1980-81  and  $48,402  during  1981-82.   The  un- 
funded past  service  costs  and  actuarially  computed  value  of  vested 
benefits  were  not  readily  available  for  members  of  the  plan  employed 
by  the  department. 

LEASE  COMMIT>iENT 

The  department  leases  its  premises  in  Helena,  Montana.   The  existing 
lease  agreement  runs  through  December  31,  1983,  at  a  monthly  rental 
of  $4,312.50.   The  monthly  rent  is  subject  to  adjustment  each  Jan- 
uary 1  for  changes  in  property  taxes. 

BUDGET 

The  department  utilizes  a  fixed  annual  basis  of  budgeting.   Under  the 
fixed  annual  method,  specific  dollar  appropriations  are  established 
for  each  fiscal  year  of  a  biennium  by  the  legislature.   Appropriations 
control  the  department's  expenditures  during  each  fiscal  year.   At  the 
end  of  each  year,  the  unexpended  balance  of  department's  appropriations 
revert  to  the  fund  of  original  appropriation.   The  reverted  appropria- 
tion balances  may  be  used  in  the  subsequent  year  as  authorization  to 
pay  for  valid  prior  year  obligations  not  previously  accrued. 

With  one  exception,  all  of  the  budgeted  expenditures  in  the  accompany- 
ing financial  statements  were  specifically  appropriated  (or  in  the  case 
of  salary  increases,  allocated  from  specific  appropriations)  by  the 
legislature.   Pursuant  to  state  law,  the  governor  approved  an  executive 
budget  amendment  of  $10,000  for  the  department's  telecommunications 
project  as  a  new  revenue  source  became  available  in  1981-82. 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  FCDER.\L  GRANT  RECEIPTS  A:ID  EXPENDITURES 

Two  Fiscal  Years  Elnded  June  30,  1982 


Fiscal  Year  Ended  June  30, 


1981  1982 

Department  of  Transportation 
Natural  Gas  Pipeline  Safety  Act  Program: 

Grant  No.  DOT-GB-00025  $   8,978        $ 

Grant  No.  DOT-GB-10025  10,148  8,847 

Grant  No.  DOT-GB-20026  -_  6,777 

Total  19,126  15,624 

Department  of  Energy 

Public  Utility  Regulatory  Policy 
Act  Program: 

Grant  No.  DE-FG01-79RG10208  121,633  45,430 

Totals  $  140,759        $   61,054 


Costs  Questioned:   There  were  no  questioned  costs  during  the  audit  periods. 

The  State  provided  the  required  matching  contributions  on  the  Natural  Gas 
pipeline  Safety  Act  program  for  each  of  the  grant  periods. 
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RESPONSE  TO 
LEGISLATIVE  AUDIT 
JUNE  30,  1932 


YEAR  END  ACCRUALS 

RECO.^'LMENDATION  #1:   That  the  Department's  accounting  personnel 

give  particular  attention  to  the  year  to 
which  transactions  are  recorded  in  the  first 
two  to  three  months  of  each  new  fiscal  year. 


3. 


RESPONSE: 

The  appropriation  for  the  Special  Audit  Contract  was  for  Fiscal 
years  79-80  and  80-81  in  the  amount  of  $200,000.   A  correcting 
journal  voucher  was  prepared  on  August  25,  1980,  to  record  the 
$21,702.38  in  Fiscal  Year  1979-80,  but  by  that  time  the  balance 
of  the  money  in  FY  1979-80  had  been  transferred  to  FY  80-81  and 
the  journal  voucher  rejected,  leaving  the  $21,702.38  expenditure 
in  FY  80-81.   At  the  end  of  80-81  Fiscal  Year,  $20,627.60  of  the 
$200,000  was  reverted  back  to  the  General  Fund. 

The  accounting  personnel  recognize  the  importance  of  expenditures 
and  revenues  being  recorded  in  the  applicable  year  and  will  make 
every  effort  to  assure  that  the  transactions  are  properly  recorded 
in  the  future. 

INTERFUND  RECEIVABLE-PAYABLE 


RECOMMENDATION  #2 


That  the  Department  initiate  a  transfer  of 
$229  from  the  Federal  and  Private  Revenue 
Fund  to  repay  the  General  Fund  for  PURPA 
expenses  paid  by  the  General  Fund. 

RESPONSE: 

The  Department  has  already  made  the  transfer  of  funds. 

ACCOUNTS  RECEIVABLE-DISHONORED  CPiECKS 

REC0:4MENDATI0N  #3:   That  the  Department  initiate  action  to 

clear  long  out-standing  items  from  its 
accounts  receivable-dishonored  checks  account, 


RESPONSE: 

The  Department  will  initiate  procedures  set  forth  in  the  MOM 
Manual  to  clear  out  the  Accounts  Receivable-Dishonored  Checks 
Account  for  bad  debts. 

ACCOUNTING  FOR  TELECOi-LMUNICATIONS  PROJECT 

RECOMiMENDATION  #4:   That  the  Department,  in  accounting  for  the 

Telecommunications  Project: 


(1)   account  for  expenditures  and  revenue 
seperately  as  opposed  to  netting  them. 


RESPONSE: 


The  Department  signed  the  agreement  for  the  Telecommunications 

Project  with  the  Office  of  the  Governor  on  April  30,  1982,  to  take 

effect  upon  execution  thereof  and  to  terminate  on  June  30,  1982. 

From  that  period  forward,  a  budget  amendment  needed  to  be 

approved  and  an  appropriation  and  responsibility  center  set  up  v;hich 

was  completed  by  June  1,  1982.   The  $4,727  was  received  and 

disbursed  in  the  month  of  June.   It  wasn't  until  the  SBAS  reports 

were  received  in  July  that  accounting  personnel  realized  that 

a  Notice  of  Revenue  Estimate  had  not  been  requested  and  that  this 

was  the  reason  the  transactions  were  netted  and  showed  zero 

transactions  in  the  summary  report. 

In  any  future  agreement  of  this  nature,  every  effort  will  be  made 
to  account  for  expenditures  and  revenue  separately. 

(2)  analyze  the  contracts  and  record  accruals 
at  year  end  in  similar  future  situations. 

RESPONSE: 

Concur. 

(3)  initiate  the  necessary  correcting  and 
adjusting  entries  to  charge  to  the  Federal 
and  Private  Revenue  Fund  Account  project 
expenses  paid  from  the  General  Fund. 

RESPONSE: 


The  necessary  correcting  adjustment  entries   have  already  been 
made . 

(4)  adjust  the  1982-83  records  to  credit  the 
reimbursements  received  as  prior  year  revenue 
adjustments  instead  of  as  minus  expenditures. 

RESPONSE: 

The  necessary  correcting  adjustment  entries  have  already  been 
made. 

ACCOUNTING  FOR  NZiTURAL  GAS  PIPELINE  SAFETY  PROGRA.M 

RECOI-WENDATION  #5:   That  the  Department  account  for  all  the 

financial  transactions  of  the  Natural  Gas 
Pipeline  Safety  Program  in  one  SBAS  responsi- 
bility center. 
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RESPONSE: 

Concur . 

6.   INDIRECT  COST  REIMBURSEMENTS 

RECOMMENDATION  #6:   That  the  Department  implenent  procedures 

to  insure  that  all  eligible  indirect  costs 
are  reimbursed  from  the  Department's  Federal 
grants . 

RESPONSE: 

Concur. 
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